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On Sept. 6, the Finance Secretariat (Secretaria de Hacienda y Credito Publico, SHCP) announced
an administrative takeover of Banca Cremi-Union, one of Mexico's five largest banking groups, for
its involvement in a massive fraud scheme to swindle the government out of millions of dollars.
Cremi-Union, which resulted from the merger of Banca Cremi and Banco Union earlier this year,
is a subsidiary of Grupo Cabal, a business organization established by Tabasco state businessman
Carlos Cabal Peniche.
In announcing the action against Cremi-Union, Finance Secretary Pedro Aspe said the bank
and two other companies affiliated with Grupo Cabal leasing groups Pragma and Afianzadora
Mexicana are accused of defrauding the government of as much as US$700 million by obtaining
loans from government agencies under false pretenses and using the money to cover personal or
company debts. The transactions were hidden for months from regulators through illegal accounting
methods.
According to the SHCP, the "insider loan" scandal appeared to revolve around the illicit approval
and use of loans among Cremi-Union's various subsidiaries, which include Pragma Financial
Leasing and Afianzadora Mexicana. "It is assumed that Cabal used the proceeds of the loans to
acquire shares in several companies," the SHCP said.
Meantime, the Mexican government has asked the US government to freeze Cabal's assets in the
US and has ordered the arrest of Cabal and 10 other officials involved in the scheme, including the
chief executives of Pragma and Afianzadora Mexicana. Authorities have enlisted the help of Interpol
to find Cabal, who is said to have fled either to the US or the European principality of Monaco.
According to political observers, Cabal's ability to amass wealth so quickly raised strong suspicions
in the business community, since he started out as a minor partner in a banana producing company
in 1984.
Cabal's major breakthrough occurred in 1991, when he acquired Tabasco-based Banco BCH, which
eventually changed its name to Banco Union and later merged with Jalisco-based Banca Cremi. One
year later, in 1992, Cabal acquired Florida-based Del Monte Fresh Produce, paying over US$500
million for the world's largest fruit-growing company. Cabal had also entered into an agreement in
June to buy the canning company Del Monte Food Company, offering stockholders US$277 million
in cash and promising to assume some of the company's US$632 million in debt . The deal, which
was to become final in mid- September, now appears to be in jeopardy.
Officials at Grupo Cabal's subsidiary Del Monte Fresh Produce, which apparently was not involved
in the fraud scheme, are concerned that the Cremi-Union scandal could have an impact on the
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company. "The main action needed now is to totally eliminate the link between Del Monte and the
Cremi-Union scandal," said Arturo Lomeli Villalobos, president of the company's fresh vegetables
division. He noted that Del Monte is a company which has achieved a good reputation over the past
100 years and has a presence in a number of countries around the world.

A welcome move
The financial markets welcomed the SHCP's quick and decisive intervention in the Cremi-Union
case. Market analysts for New York-based financial consulting companies Goldman Sachs and
Morgan Stanley, attributed the increase of 2% in the main index (Indice de Precios y Cotizaciones,
IPC) at the Mexican Stock Exchange (BMV) for the week ending Sept. 11 to the "adequate and
opportune" intervention by the SHCP in the Cremi-Union case. "The regulation of the banking
system is adequate, although the system can still be improved and strengthened," said Morgan
Stanley analyst Rafael Bello.
SHCP officials also acted quickly to reassure depositors in Cremi and Union that their deposits were
safe. Deputy SHCP secretary Ortiz stressed that both institutions remained solvent and deposits
would be covered by the nation's Bank Deposit Protection Fund (Fobaproa). Deputy SHCP secretary
Guillermo Ortiz told reporters that investigators are still trying to determine what percentage of
Cremi-Union's outstanding loans estimated at US$9.88 billion were fraudulent. Ortiz stressed that
regulatory authorities would give priority to balancing the books of Cremi and Union, which still
operate as separate banks, although as one financial group.
Nevertheless, in a news analysis published on Sept. 11, the New York Times suggested the crisis
could have long-term implications for the ability of Mexican banks to compete against foreign
financial institutions, which will be allowed to operate in Mexico by year-end 1994. "Although
Mexico's federal insurance program guarantees that no depositors will lose money, the recent
scandal may make people more willing to trust a big name like Chase Manhattan or J.P. Morgan
than one of the Mexican banks," the newspaper said.
Mexican business leaders also endorsed the SHCP's quick actions against Cremi-Union and Grupo
Cabal, but asked the government not to use investigations of this type to harass the business sector.
For example, Victor Manuel Terrones Lopez, president of the National Manufacturing Industry
Chamber (Camara Nacional de la Industria de Transformacion, Canacintra), told reporters that
the government's actions against Cremi-Union prove that "there is no economic power above the
law." But he cautioned the SHCP against creating a "police state" that harasses businesses without
justification.
For his part, Antonio Sanchez Diaz, president of the Mexican Employers Confederation
(Confederacion Patronal Mexicana, COPARMEX) suggested that the government act to offset the
impact of the Cremi-Union case on the southeastern region, where Banco Union had committed
significant resources for loans to new businesses. The Cremi-Union scandal is expected to have
negative political repercussions for the governing Institutional Revolutionary Party (PRI), since two
current cabinet members and at least two former governors of southeastern states were said to have
been involved in illegal business dealings with Cabal.
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A complex plot
Members of the Democratic Revolution Party (PRD) have charged that Cabal was a member of a
"complex group" of politicians whose objective is to gain a monopoly over business in southeastern
states.
According to businessman Andres Lopez, a member of the PRD, the group includes Agriculture
Secretary Carlos Hank Gonzalez, Communications and Transportation Secretary Emilio Gamboa
Patron, and the former governors of some southeastern states. PRD members in the federal
Chamber of Deputies have also asked the government to expand the investigation into the CremiUnion fraud case to include Cabal's relationships with the former PRI governors of Quintana Roo,
Campeche, and Tabasco states and the PRI's electoral financing committee.
Specifically, the PRD legislators asked for information on the terms of a US$100 million loan
provided by National Public Works Bank (Banco Nacional de Obras Publicas, Banobras) to Cabal's
group to acquire state enterprises. According to El Financiero International weekly business
newspaper, the allegations about Cabal's illegal activities have gone beyond simple business
corruption. "Since he emerged on the scene in 1991 as a big player in Mexican business, political
commentators have raised allegations that Cabal has been involved in just about everything: drug
running, money laundering for corrupt government officials, front man for former president Miguel
de la Madrid, even a role in the worldwide scandal involving the Bank of Commerce and Credit
International (BCCI)," the newspaper said.
The Cabal and Cremi-Union case is the second action taken by the SHCP against a financial group
in less than four months. In May, the SHCP took over Grupo Havre, one of Mexico's 18 largest
financial groups, accusing the company of committing a US$350 million fraud. In a set up similar
to the one created by Cremi-Union, Havre created 80 phantom companies which applied for loans
to Nacional Financiera (NAFINSA) the government's small business lender and development bank
and to the Foreign Trade Bank (Bancomext), and then used the money to cover personal debts. The
government which has taken over the management of all of Havre's subsidiaries is conducting an
audit of NAFINSA and Bancomext to determine if employees of the two agencies conspired in the
fraud. Since May, authorities have arrested 19 Havre officers and have issued a warrant for the
arrest of Havre majority owner Julio Mariscal Dominguez, who is reportedly in the US receiving
medical treatment.
Meantime, the government has suspended promissory notes issued by Havre's leasing firm,
affecting more than 600 investors. The SHCP has warned that only a few of those losses will be
covered. In fact, a group of 250 investors affected by the Havre situation are expected to file a
suit against the company, demanding US$9.3 million in compensation. The suit will be heard by
Mexico's National Securities Commission (Comision Nacional de Valores, CNV). The investors
allege that Havre's brokerage subsidiary mismanaged the Redimax mutual fund. According to
Roberto Cannitzo, president of the Redimax mutual stockholders association, the company exceeded
the amount that could legally be invested in the fund's assets, which in turn resulted in losses to
investors. In addition, he said Havre failed to send clients a prospectus on changes in the Redimax
fund portfolio.
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